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plan is for each to own a one-third share in a joint venture, Phoenix, aimed at serving the

multibillion-dollar market for global communications.60

63. Other firms similarly compete for position in these existing and emerging

markets. For example, US West has come to an agreement with Continental Cablevision,

which has a separate agreement with Time Warner. Electric utilities may provide a significant

source of competition: many of them have excess fiber capacitl l and large capital reserves,

which make the telephone market appealing to them.

64. These investments, partnerships and market interpenetrations are powerfully

impelled by potential economies on both the demand and the supply sides. The former spring

from the attractiveness to consumers of one-stop shopping-purchasing expanding bundles of

services, at attractive prices, from single, familiar suppliers. On the supply side, there are

ubiquitous promised economies of scale and scope. The greater the capacity of switches and

transport facilities, the lower are unit costs: this means the incremental costs of adding capacity

are lower than average costs. Similarly, the use of common facilities permits the offer of

additional services at incremental costs much lower than if they had to be provided on a stand-

alone basis. Entry into new lines of business at rates above those low incremental costs

provides the opportunity to earn contribution toward common and fixed costs and higher

profits.

60 "With Variations, Sprint Announces European Pact, "The New York Times, Late Edition, Friday, June 23, 1995,
p.02.

61 For example, SCANA Corp., the parent company of South Carolina Gas and Electric, currently controls 2,500
route miles of cable fiber through its subsidiary MPX Systems, Inc., and is planning to double that. "Growing
Utility Fiber Market Tempered by Considerable Hesitancy," Fiber Optics News, Vol. 15, No. 19, May 15,1995.
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65. These economies have a dynamic as well as a static aspect. Complementary

goods become more plentiful and of higher quality as the number of users of anyone of them-

such as basic telephone service-increases. Since consumers seem to prefer the supplier of

communications services that gives them access to the largest number of complementary

services--video on demand, internet access, information services, database access-and tend to

value the convenience of purchasing these services bundled from a single supplier, there is a

very strong incentive for the various participants in this industry, once freed from legal and

regulatory barriers, to compete in developing these new bundles of services.

66. In sum:

From all this dealmaking will emerge a new crop of supercarriers
companies that either on their own or through alliances will offer a full menu of
electronic communications, a telebazaar with everything from video phones to
Internet services to a single phone number that will follow you wherever you go.

'" The companies most likely to come out on top are those with the best
marketing skills, the strongest brands, the deepest pockets, and a familiarity with
competition. In other words, AT&T, MCI and Sprint-the long-distance
giants- are best positioned for the future. 62

The impetus for the current move to join forces is burgeoning competition and
demands from customers for better, simplified service. To respond, carriers
worldwide are seeking the right combination of assets for offering a raft of local,
long-distance and wireless services. To package these services, some carriers
that lack the right mix of products must find partners or acquisitions lest they be
picked clean by the aggressive entrants such as AT&T Corp., MCI
Communications Corp. and others.63

62 Arnst, Catherine C. and Michael Mandel, "The Coming Telescramble: Deregulation Is Launching A $1 Trillion
Digital Free-For-All," Business Week, April 8, 1996, pp. 65-66; emphasis added.

63 Keller, John 1. and Gautam Naik, "Telecommunications: SBC-PacTel Merger Is Likely to Ring In An Era of
Alliances Among Baby Bells," The Wall Street Journal, April 2, 1996, p. B1.
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B. The Adverse Consequences of Asymmetrical Restrictions on the Ability
to Compete Reciprocally

67. As a general proposition, asymmetrical regulation attenuates both the incentives

and the ability of some providers to avail themselves of these scope and scale economies and to

pass the benefits on to their customers, under the pressures of competition. As a result, large

benefits are lost and significant costs incurred.64 Specifically,

• Stifling the incentives of RBOCs to offer new services costs society billions of

dollars annually in lost consumer benefits.

• "One-stop shopping" can be worth a substantial part of the value of a product or

service to consumers. Thus, competitors that can offer "one-stop shopping" have a

considerable competitive advantage over those than cannot.65

• The sacrifices of scope economies entails artificially inflated production costs.

68. The upgrading and modernization of the switched public network and the fullest

exploitation of its capability of offering a variety of sophisticated and innovative services-

which are the central goals of the Telecommunications Reform Act-depend not just on freeing

the telephone companies and all others from restrictions and handicaps on their ability to do so;

64 Hausman and Tardiff, op. cit.

65 See for example, "Study Says Consumers Would Buy Bundled Services," Telecommunications Reports, August
12, 1996. That article reports that almost 80 percent of U.S. households would buy bundled services from a
single provider. Other studies have quantified the value of "one-stop shopping" to consumers. For example,
see Testimony of Arthur T. Smith on behalf of Southern Bell, Docket No. 930330-TP (Fla. P.S.C. July 1, 1994).
This preference for one-stop shopping cuts across cultures: a study of Japanese consumers has estimated the
value of the ability to obtain calling services from a single provider at about 14 percent of the average price.
Timothy J. Tardiff, "The Effects of Presubscription and Other Attributes on Long-Distance Carrier Choice,"
Information Economics and Policy, Vol. 7, 1995, pp. 353-366.
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it also requires offering all parties the full, undiluted incentives of a free market system to

undertake the requisite, typically risky investments.

69. Those incentives are of two kinds. The first is the stimulus of competition itself.

The strongest case for substituting the discipline of competition for that of regulation is the

superior ability of the former to exert pressures on all producers to be efficient and innovative,

if they are to survive, let alone prosper. The second is the self-interest of the telephone

companies, freed from continuing restrictions on the services they are permitted to offer.

70. Particularly during the next several years, when we will necessarily continue to

depend very heavily on the ILECs for accelerating the deployment of an advanced

telecommunications infrastructure, it is essential that we not weaken the second of these

incentives in a misguided effort to strengthen the first. Attempts to micromanage the process of

deregulation, we have found in other industries, are more likely to produce distortions than

actually to encourage efficient competition.66 Ultimately, both incentive systems require the

shrinking of regulation and of all such regulatory restrictions to the absolute minimum and

entrusting protection of the public to deregulated competition-subject, as always, to the

constraints of the antitrust laws. But in the interim, delay in allowing SBC and the other

RBOCs the opportunity to offer both local and interexchange services is not only unnecessary

to preserve equal competitive opportunities for equally efficient rivals. It would be blatantly

anti-competitive, because it would unnecessarily deny the SBC the ability to offer the same

66 Kahn, Alfred E., "Applications of Economics to an Imperfect World," the Richard T. Ely lecture, The American
Economic Review, Papers and Proceedings, Vol. 69, No.2, May 1979, pp. 1-13.
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combinations of services, exploiting the same economies of scope, as both Congress and the

FCC have taken extraordinary pains to ensure will be available to their competitors. And by

weakening both the ability and the incentives of the BOCs to invest in modern infrastructure

and to innovate, it will tend to frustrate achievement of a central goal of the Act.

VI. SUMMARY AND CONCLUSIONS

71. The desire of the BOCs to have the restriction on their ability to offer interLATA

service lifted is a desire to compete: that is clearly the place to begin in assessing their petition.

There can be no questioning the proposition, then, that the presumption in any system that is

supposed to be governed by competition must be in favor of permitting such extensions of the

operations of existing firms.

72. What the BOCs are asking for permission to do is, precisely, to extend their

operations from the supply of the "raw material"-local access-into the supply of one of the

major end-services making use of that input. Vertical integration of this kind is most likely to

recommend itself to companies-and, by the same token, to be socially creative and

competitive in its effects-when it represents a fuller use of existing capabilities--equipment,

knowledge, managerial capabilities, marketing facilities--of the integrating firm-that is to

say, when it represents a fuller exploitation of potential economies of scope.

73. That is obviously the case here. Subject to the Act and the FCC's Interconnection

Order, the same Southwestern Bell facilities-switches, transport facilities, marketing

operations-as provide local exchange and intraLATA toll services can also supply long-
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distance services, which, packaged with the others, are much more attractive to consumers than

each or only some of them supplied separately. For exactly the same reasons, long-distance

companies, cable and cellular operators are eager to use their existing capabilities and facilities

to add local telephone services to their offerings. Integration in both directions would,

manifestly, be competitive.

74. We have taken pains to assess the possibility that special circumstances

sufficiently extreme in the opinion of the Department of Justice in the early 1980s to justify

imposing the line-of-business limitations on the BOCs continue to justify a continuation of that

prohibition of the intense competition that they are in a peculiarly excellent position to supply.

75. The ultimate economic question is whether SBC and the other BOCs can

possibly, by the exercise of such diminishing but residual monopoly power at the local level as

they possess, succeed in suppressing competition as an effective force in the market they wish

to enter-suppress competition, that is to say, as contrasted with discommoding competitors.

76. And this leads to our final and in a real sense definitive point. We find the

ultimate essential component of the successful strategy of cross-subsidization, predation or

exclusionary tactics hypothesized by opponents of BOC entry into the interLATA market

namely, the permanent removal or disabling of competitors sufficient to enable the predator to

recover the costs of those cross-subsidizations or other schemes by raisin2 prices-flatly

inconceivable. The incumbent long-distance providers are in command of 100 percent of the

market. They have installed capacity that is not going to go away. The marginal cost of

operating it is low, leaving its owners with latitude for matching price reductions more than
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sufficient to dissuade any would-be predator. It is the present long-distance companies that are

the dominant firms in that market. In these circumstances, we find it simply inconceivable that

they would or could either be driven out of business or be so debilitated by discriminatory

tactics practiced by the BOCs as to weaken the protection of their continued competitive

presence. In these circumstances, entry by SBC and the other RBOCs could only be beneficial

to consumers.
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